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1 Country Context and Methodology

Togo is a small West African country between Ghana to[
west, Benin to the east, and Burkina Faso to the north. Smy
in geographic sizahan Sri Lanka and larger than Croatja| =
Togo has a population of about 7.5 million people, 60 perg-
of whom livan rural areas. If countries were ranked from mqg
densely populated to least, Togo would come in roughilp86 |« /°
of 230 countried similar in densityto Thailand, Cape Verde| = /

or Cyprus. :

SLAVE COAST
Bight of Benin

With an area of about 57 thousand square kilometers, T e
runs roughy 500 km. from the Gulf of Guinea in the south| : Lpmt
the border with Burkina Faso in the north and occupies an area

approximately 100 km wide between Ghana and B&hi@north is characterized by savannas, with gently
sloped hills and plateaus making up thigldle of the country, and a low coastal plain in the sdDtrerall,

Togo has the highest ratio of arable land to total land in West Affagure 1-1) and actual cultivated

land has doubled since 1996. However, the fraction of cultivated land that is irrigated remains among the
lowest in the world.

Figure 1-1. Available Arable Land (as % of Land Area), 2014
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21%
24%
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17%
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TOGO GHANA COTE D'IVOIRE BENIN BURKINO FASO SENEGAL

Source: WDI data, World Bank, 2016

In terms of other natural resource endowments, Togo has a number of advaRtagesample, the
availability of freshwater resources per capita is relatively high compared wéthaatintries in the region

and monthly rainfall tends to be relatively reliable. Unfortunately, climate change may be diminishing these
resourcegin recent decades average rainfall has diminisimelinean temperatures rigemhile increasing
weatherrelaied risks, especially for agricultur€ogo is alscendowedwith significant mineral resources,
includingsomealready being extracted (phosphate, limestone, and goldpthersnot yet being mined
commercially (manganese, bauxite, and iron ore).

1Togo Growth Diagnostic, World Bank, 2010, p. 33.



1.1 Country Economic Context

Togobs economy was characterized by bursts of
decline between independence in 1960 and 2@igure 12 shows thatrbm 1960 to 1980, Togo
experienced relatively sustained growth, mainly due to the adoption of generally-oréeketd economic
policies and favorable external conditioRsom 1980 to 2010however real per capita income declined
steadily, with the exq®ion of the mid1990s when th€ommunauté Financiére d'Afriqu€ERA) Franc

was devaluedThis decline in real per capita income of close to 30 percent over 30 years was largely the
result of political instability, weak governance, and economic mismanagenvhich manifested in
periodic macroeconomic crises and excessive state involvement in the ecdxiteny2007, enhanced
political stability, donor reengagement, significant public investment, and economic reforms have shown
a resurgence of the economith sustained annual growth, averaging about five percent since 2010.

Differences in the growth performance by decade for Togo andsahlran African (SSA) countries
overall are summarized Figure1-33.

Figure 1-2. Real per Capita Income in Togo
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A positive value indicates -3dadhar alno gAdforsi cgar Goswt dir o vat!
period. A negative value indi cSaheasr arm aAf rTiocgao®ss @rrao
that period.Several findings stand ouii) Togo significantly outperformed SSA overall in the 196@3;

between 197@nd1990 the economies of both Togo and SSA overall performed similarly (and poorly);

and (iii) Togo significantly underperformed compared to SSA during the 2000s. This pattereacchgam

between 2015nd2015 when Togo outperforea SSA.

With annual population growth averaging aboud percent, the6 percent average annual growth
experienced by Togo since 2010 hasuled inmodest increases in per capita incoidevertheless, s

per capita income was the same in 2015 as in 1862015 T og o0 6 s GD Pin goestant 20aQoUSt a (
dollarg was $555, relatively low in comparison to\t&est AfricanneighborsFigurel1-44 shows how the

gap in per capita income between Togo and other West African countries grew between 1990 and 2015.
Looking more broadly at changing standards of | ivi
Human Development Index declinedifn 93" out of 124 countries in 1980 to 182ut of 188 countries

in 20152

Figure 1-3. Difference in Average GDP Growth Rates (Togd SSA)
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1 .
. [ .
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Mote: A positive value indicates that Togo's growth
rate exceeded Sub-Saharan Africa's growth rate for
that pericd. A negative value indicates thatTogo's
growth rate fell below Sub-Saharan Africa's growth
rate for that period.
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i
[

Source: WDI, World Bank, 2016

2The Human Development Index reflects life expectancy at birth, mean years of education, and per capita income (in PPP terms)
in a given country.



Figure 1-4. Real Per Capita GDP in West African Countries, 1990 2015
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Recent growtltan bepartially attributed tal) Improvements to partoad, and airpoinhfrastructure since
2007 intendedo promote the development of the country as a regional transibhdi2)The relatively
rapid expansion of services and agricultiwoen 2011 to 2014due largely to favorable rains and increased
land under cultivation

Agriculture am services dominate the economgpch accourd for just over 40 percenf GDPin 2015
More than 90 percentf employment is in the informal sectgrart of the service econom$tructural
transformation of the economy since independdmz® been modest, with the relative importance of
industry actuallydeclining to the point that in 2014 it accounted for only about 18 pert&DP.

1.1.1 Poverty

Despitesustainedgrowth since 2010poverty has declinednly modestly from 62 percent 2006 to 55

percent in 2013 The implied elasticity of poverty reduction with respect to per capita income growth is
quite low at roughly0.25 compared t60.7 observed for SuBaharan countries overalspproximately

75 percent ofhepoor live in rurdareasThe poverty gapneasured by the amount of income (as a percent

of the poverty line) needed to bring the average poor person up to the poverty line has diminished
significantly in both rural areas (from 41% in 2006 t0 29% it 30) and i ital-Tommg(badns c ap
27% in 2006 to 12% in 2015). This reduction in the depth of poverty refhetithe overall economic

growth that Togo has experienced in recent yaadthe movemenof significant numbers of poor people

from rural to urban areas.

Poverty rates vary greatly by regiand between rural and urban ard&9% in rural areas versus 3580
urban areasPoverty rates generally increase with distainom Lomé(Figurel-5).

3 See Figure8-1 and3-2 in the Appendix.
4World Bank, Togo Systematic Country Diagnostic (SCD), 2016.
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While poverty rates have declined in recenFigure 1-5. Poverty Rates Ac
years, poverty remains deeper and more
prevalent than in neighboringountries Table
1-1).> The Government is in the process of
drafting a new development plan for 202822,
which will likely include a greater emphasis o
achieving more inclusive growththrough

Rate (in %)

improved human capital, social protection gz
systems, gender equity, water and energy el
services, inclusive finance and environmental é‘ﬁg
protection® 20100
Tab|e 1-1. Poverty Ratesand G aps Sources: RGPH4 et QUIBB 2011, DGSCN
Country Poverty Rate at National Poverty Line Poverty Gap at National Poverty Line*
Togo (2015) 55.1% 22.1%
Ghana (2012) 24.2% 7.8%
Benin (2011) 36.2% 9.8%

Source: World Bank World Development Indicators, 20idie: Poverty gap imeasured as mean shortfall from the
poverty lines (counting the ngpoor as having zero shortfall) as a percentage of the poverty lines.

1.1.2 Trade and Investment

Foreign trade plays an especially signi bmestiant r ol
market, its deep water harbor, and its proximity to other important markéfest Africa.The ratio of
merchandise exports (X) and imports (M) relative to GDP is often taken as a proxy for trade openness, and
this ratio is significantly greateof Togo than for other nearby comparator countries such as Benin, Cote

dél voir e, or Ghana.

Much of Togobs apparent openness confekhgddvamage i t s r
of its deep water port and a new modern container termiogh attracts many relatively large container

ships. Their cargo is offoaded in Lomé, with much of it then reloaded on smaller ships or trucks for
transport to other countries intheregidnhi s tends t o skew Togobds export
sieh as petroleum products or textiles often showing up as Togolese eXpgdsexportsnainly primary

products, raw materials, and low valadded goodgqFigure 1-6). This export mix has not changed
significantly in recent years.

5 Theexceptionis in Lome where the poverty rate actually increased in recent years due to the inflow of rural migrants.

6 Since this paper was written the Government finalized the Togo National Development Plar22@28available at this link:
http://togoembassylondon.com/vgpntent/uploads/2019/02/Pr%C3%A9sentatiorPND-du-Togo20182022Anglais. pdf
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Figure1-6. Togob6s Export Products (2015)
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Source: UN Comtrade

The vast maj or it yotherdEcoiomig@dmunity of West Afrean Stat@STOWAS

countries and ChindFigure 1-7). Togad fop export destinationsn 2017 were Cameroon ($253M),

Lebanon ($174M), Burkia Faso ($134M), India ($120MBenin ($107M) South Africa ($105M), and

Ghana ($95M)Top Import origins wer€hina ($1.4B), Belgiuri.uxembourg ($1.05B), Nigeria ($1.01B),

South Korea ($947M) and the Netherlands ($616M substantial share of imports Burkina Faso and,

to a |l esser extent, Ni ger and otLéim@Eportt ECOWAS countr

Figure1-7.Togobs Top Expor t20@estinations (2010

o
o O O

% of all exports
w01 o~
oo

0
20 I
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0 _ m
ECOWAS Germany France United  United States China  Rest of World
Kingdom
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Source: UN Comtrade

Efficienti nvest ment enhances a countrybés productive caj
growth and technical change in most countri®rssate investment (and the constraints to that investment)

underlie the HRV methodology used in thid. Ratesof private investment in Togo have been modest in

recent years often lagging behind rates for sinhlaxincomecountries.

7 Observatory of Economic @uplexity.
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On the other hand, public investment has been relatively high in Togo in recentgemeared to Cote
dél voire, B dmfachas seannifdgur &LkB apubtic.investmenias increased substantially as
a share of GDBver the same period

Figure 1-8. Gross Fixed Capital Formation, Public Secto(% GDP)
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Source: WDI, World Bank, 2016

Foreign direct investment, often seen as a means of boosting growth and introducing technical change in a
country, was modest in recent yeaetative to comparator countrieRemittancesare high relative to
comparator countriegseeFigurel1-9), reaching 9% in 201%° Remittancegypically substantially exceed

levels of FDI

Figure 1-9. Remittances as a % of GDP
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8 The 2011 spike in FDI was due to the nearly $200 million investment in the Contour Global power plant in 2011
9 World Bank Migration and Development Brief 26, April 2016; using IMF and WDI data, as well as staff estimates.
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SourceWDI, World Bank, 2016
1.2 Constraints Analysis Methodologye

During the first phase of MCC compact and threshold program development, MCC and selected countries
jointly conduct aConstraintsAnalysis (CA) to identify the most binding constraints to private investment
and entrepreneurshifhat limit economic growth.The results of this analysis enable the country, in
partnership with MCC, to select activities most likely to contribute to sustained growtpoaedy
reduction.

MCCé CA approach builds on theork of Ricardo Hausmann, Dani Rodrik and AglWelasco (RRV).*

As they point out, all developing countries face significant economic and development challenges, but not

al | these challenges equally restrict gr owt h. Pr
capacity, political space and financitgyaddress these challenges are scarce and valuable. A particular
strengthof HR fAgr owt h di agnostico met hodol ogy compared
country is different and the ability to prioritize across different types of isSinesmethodology has been

refined through experience and is designed to assess the available evidence to identifyspeaifitcy

problems that most constrain growth. These problems are termed binding constraints. To assess whether
something is a bindingonstraint to growth, the CA methodology looks for signals that the factor of
production (e.g., skill) or growtenabling condition (e.g., macroeconomic stability) is poorly supplied,

while simultaneously in high demand. For example, the quantity oft éneglicountry can be low, but this

alone does not indicate a constrained supply of finance. The low quantity of credit may result from low
demand because potential borrowers are constrained by other factors, like lack of infrastructure or an
unsupportivéusiness environment. Supply and demand dynamics can be difficult to disentangle, so to help
identify when the supply of a factor is low relat

1. Is the price of the factor high or is there rationingt @ftithe current price?

2. Are changes in the factorés availability correl:
bel ow as the fichanges vs. changeso test);

3. Do economic agents (manufacturers or farmers, for example) incur substantial dekssiorarder to
circumvent the constraint? (referred to below as

4., Ar e economic agents that rely heavily on the cor
ver sus hipposodo t est : ,ahdnotthippes, thrimenrean enzinpnmenh withoutc a me |
water, activities that do not depend on the constraining factor thrivaaiviies that do depend on
that factor stagnate or are missing altogether).

Whether each test can be applied to a particuldorféssue depends on the nature and availability of
relevant data. Other evidence such as perceptiged survey information and careful use of international
benchmarking resources can complement the tests &bove.

0This discussion of the methodology used in an MCC constraints analysis (also known as a growth diagnostic) draws heavily from

the Nepal GrowttDiagnostic 2014, which was prepared jointly by the Government of Nepal and MCC. For more details on the
methodology used for the constraints analysis, also known as the HRV methodology, see Hausmann, Rodrik, and Velasco, "Growth
Diagnostics," John F. Keedy School of Government, Harvard University, September, 2004; and Hausmann, Klinger, and
Wagner, fAThe Mindbook: I mplementing Growth Diagnostics in Pr

11See Hausman, Rodrik, and Velag2005).

12 Gender and social inclusion and finance andipctive sector analyses were conducted concurrently with the CA to provide
additional context both for the CA and subsequent investigation of root causes of the binding constraints identifiedby the C
These analyses are summarized in Annex A and Anrte{dv.

14



1.3 Constraints Analysis Process

MCC and tle Government of Togo (GoT) carriedtaheConstraints Analysibetween April anddecember

of 2016 The process involvecbllaborationwith a team of local economists from theitkersity of Lomé

and consultationwith 200 stakeholders including large and small enterprises, agricultural cooperatives,
transport and logistics firms, banks, entrepreneurs, civil society organizationd, womends gr oups
as government officials and the donor communityCC also consulted with development partners
including the World Bank, African Development Bank, European Union, Agence Francaise de
Développement, International Finance Corporation, and United Nations Development Programme.

Summary of Constraints Identified

The Qnstraints Analysis identifiethe followingbinding constraints to investment and economic growth
in Togo:1) High cost, low quality, and limited availability of information and communications technology
(ICT) servicesand?2) Poor property rights and iffeeient land administrationMajor constraints that did
not rise to the level of binding includetdistortionary aix and noftax revenue policiesand costly and
unreliable electricity service

The findings of the Constraints Analysis indicate that lowityuand expensive ICT services combine with

A mi c r oassodiatedvdtibland tenuteecreate an investment and business climate characterized by low
private investmenstagnanproductivity, and low competitivenedRelaxing these constraints will irase

private investment and support the development of an economy with deeper value chains necessary for
market expansionra export, increased efficiengparticularly in agricultural productignand stronger
urbanrural linkage$fostering structural amsformationenhancedyrowth, and poverty reduction.
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2 Details on EachConstraint
2.1 Information and Communication Technologies (CT)

Efficient delivery and widespread adoption of Informatiand Communication TechnolodyCT)i -
especially advanced mobitellular communications and broadband Internet services and related
applicationgscan promote significant investment, growth and poverty redudtianbusinesses, improved

ICT can result in increased availability of markdormation, reduced transaction costs, and greater worker
productivity. Likewise, for governmentst canimprove their effectiveness while enhancing transparency
and responsivenes$loreover, for onsumers and householdscan provide better informatio, time
savings, improved access to health and education services, and greater inclusion for women, rural
populations, and the disabled.

Low competitiveness if 0 g 0 6 s |, Gowever,kas tesulted in inefficient delivery, high costs and

limited availalility of mobile-cellular and broadband services, especially for areas outside of major cities.

The parastatal Togo Telecom is the dominant supplier of fixedlfitegnet in Togo and operates the
countryés only access pomnmubicatiorss cablét @alsoicontrols accessto o n a |
the national fiber optics backbone netwdrkgo Cell, a subsidiary of Togo Telecom, offers mobidular

voice and broadband services, has 54 percent market share in the mobile sector, and facesiyateone pr

sector competitor (MOOV)Likewise, Togo Telecom hasnly one competitor in the fixed broadband

market (Café InformatiqueYogo Telecondominates the fixed broadband market. Both MOOV and Café

I nformatique ar e dependea and mationalbadkimone Thidstauctiuoendlisk i nt e
their users to the global Internét.s a result of Togo Telecom and Tog:
the ICT sector, and an inadequate and outdated regulatory regime that is less than fully independent, t
market for ICT services in Togo is largely closed to new entr&itsussions have been underway to

permit entry of a third operator in the mobile sector, but progress has stalled.

Meanwhile, the established operators have been slow to upgrade and thgianetworks, leaving much

of the country with outdated (f2G0) Tugoledndistentlg er vi c ¢
demonstrates poor I CT service quality, ranking a
download speedsnobile download speeds, and mobile and fixed lateAthessoT restructuring plan to

merge Togo Telecom and Togo Cell and then subdivide the new entity by functional operation (i.e.,
management, infrastructure, and customer service) is in an early dtagglementation.In the
Governmentds view, this reorganization is expecte
the overall quality of ICT service.

2.1.1 Test One:High Cost/Price

Togobs | {Smot stnacturkdecompetitively. This lack of competitive forces within the ICT sector
goes a long way towards explaining the high cost, low quality, and limited availability of ICT services.

Specifically, Togo exhibits one of the highest prices for inténat Internet bandwidth in the West Africa
region. At the retail level, ICT prices tend to be higher than in many other countries with similar levels of
per capita incomi seeFigure2-1 andFigure2-2 for mobile cellular service and fixed broadband service
respectively Similarly, when it comes to the st of standarthternet service bundles as a percent of per
capita GNI, the International Telecommunication Union (ITU) ranks the cost of Togolese cellular sub
basket #176 out of 182 countri@deasuring the Information Society Report 8Dand #157 out fol64
countries for prgaid mobile broadband (Measuring the Information Sod®eyort 205).1

13 The speed of data transfer over fixed broadband service.
14 The cellular sutbasket refers to the price of a standard basket of mobile monthly usage.
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Figure 2-1. Percentage of Monthly Cellular
Service
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Due tothis high usercost and despitan abundance of international bandwidth, Togo ranks among the
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population coverage). Togo alkassome of the lowest cellular subscription rates in thddyaevith 64
mobile-cellular subscriptionper 100 peopland 4.1 mobile broadband subscriptions per 100 pedplg.(
These subscription rates are well below those in most comparator coukddagnally, the high price of

ICT services in Togo beliebé low quality of those services.

The impact of poor service quality is felt among the private sector users of ICT seBtigaear.centof
formal firms experienceervice disruptions that impede normal business use during more than 20 percent

of operatinghours A subset of these, making i@ percent of formal firmsexperience disruptions that

impede normal use during more than 80 percent of operating fiours.

The burden of unreliable and costly ICT services is strongly reflected in firm su@ksarveyed firms,
75 percentcite the quality oflnternet connectioand66 percentcite the cost ofinternet connectioasa

serious or very serious obstacle to dolmgsinesg® Similarly, 74 percent of the firms cite quality of

t o

telephone communicatiormd 72percentcite the cost of telephone communications as a serious or very
serious obstacle (World Bank Formal Firm Survey). Overall, the high price and low qfid@ity services
in Togo severely limit the benefits that firms and individuals can realize fronsé@ficesand pointto

ICT bei

2.1.2 Test Two:Causal Link with Investment/Growth

According to the HRV methodology, the relaxation of adbig constraint should have a positive impact
on investment and economic growth. Thus an increase in access to ICT services, an improvement in quality

ng a binding constraint

of those servicesindbr a decrease in cost of those servgtasuldcorrelate with an increase in econic
growth, private investment, or some other type of economic activity. Given the lack of sufficient time series

and granular data for ICT service costs and availability, the present analysis looks at the relationship
between ICTsubscription rateand new business registration

We observe a consistent and positive correlation between the trends of mobile subscriptions and new
business registrationghat is, changes to mobile subscriptions are associated with changes in new business

SWorld Bank, Togo Formal Firm Survey, 2015.
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registration Figure 2-3). Furthermore, a Granger causality test suggests that chamgmobile
subscriptions do in fact predict investmehiglre2-4), while the inverse does not hold true. Changes in
investment do not predict changes in mobile subscriptions.

Figure 2-3. Number of Mobile Subscriptions Figure 2-4. Rate of Change in Mobile
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Thus, the available datassupportsthe conclusion thapreviousimprovementin ICT service accesbas
resultedn increased new business registration and gross fixed capital formation.

2.1.3 Test Three:Circumvention

There are multiple examples of circumventing behavior with respect to existing ICT constraints in Togo.
For exkample, firms and individualsliversify ICT service provider exposuie order to increase the
probability of having adequate ICT servi@®0 percentof firms subscribe to multiple Internet service
modalities(Figure 2-5), 82% of which report that this oversubscription is intended to overcome service
guality deficienciesKigure2-6).18

Figure 2-5. Number of Internet Service Figure 2-6. Reasons for Multiple Internet Service
Modalities Modalities

‘4 5

70% = To stay connected to the desktop.

= The desktop connection is too slow or variable
= Need for mobility in operations.

= 1 Internet Access Metho=2 =3 - 4 The fixed internet network does not work.

= To continue operations when fixed internet is «

8% 1%

21%

71t is important to note that, due to tilsenall sample siz§¢17 annual observations are availaplijis conclusion is not
methodologically robust

18 World Bank Firm Survey.
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SourceWorld BankFormal Firm Survey, 2015

Other types of circumventing behavior are common as well. For example, Ecobank, a large regional bank,
worked to obtain a special license agreement with the Togolese authorities allowing it to access the Internet
through the Ghanan networkWithout the continuation of this arrangement, Ecobank asserts that the slow
and unreliable Internet would compel it to abandon its headquarters in Lomé. Similarly, firm managers and
individuals travel to the Ghanaian border in order to acchasi&an cellular and broadband networks; and
remotely located business managers travel to Lomé to conduct Irttesest planning and research in

order to overcome the poor ICT service quality where they are based. Finally, some firms have opted to
employ VSAT technology, an expensive independent satellite communications system, in order to avoid
completely the trials and cost of connection through Togolese ICT infrastructure.

2.1.4 Test Four: CamelgHippos?®

Although the evidence is not particularly robust, theters mosintensivein ICT services in Togo showed
very poor growth between 2012 and 2014, especially compared to the sectorgensive in ICT For
example, ICTintensive sectors, like energy and water, transportation and logistics, and financial
intermediation, report a change in probetween FY 12 and FY 1ef -64%,-44%, and42%, respectively
(seeFigure2-7). On the other hand, industriesthiely less on ICT services, like social or domestic services,
production or manufacturingeal estateand commerce displayed somewhat better profit grow@o, -
22%,-9%, and +38%, respectively.

Figure 2-7. Average Percent Change in Profits by Sector (FY1XZFY14)

60
38

40
” 23
=
5 20
o
o
£ 0
. I
=3
G - -9
g 20

-22
o
] .40 -30
-44 -42 -42
-60
-61
-80 Transportation, Social or Real estate, Hotels. bars
Energy and logistics, and d X Financial . Production of | renting, other i !
omestic Construction and restaurant ~ Commerce
water communication services intermediation manufacturing business service
s activities
B Seriesl -61 -44 -42 -42 -30 -22 -9 23 38

Sectors

19 Are individuals or businesses that rely heavily on the constraining factor unable to thrive? (In the same way thahdamoels,
hippos, thrive in an environment without water, do activities that do not depend on the constraining factor thrive vitigle acti
that do depend on that factor stagnate or are missing altogether?)

20 For categorization of sectors by Idtensitys e e : i Ar e | nt angi b HntessivdliodustriesPEvidedce ftomi v e

European Countrieso, Center for European Economic Research,

2 World Bank Formal Firm Survey
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SourceWorld Bank Formal Firm Survey, 2015

2.1.5 Summary of ICT Constraints Analysis

ICT

HRV Test Result* Comment

#1: High Cost/Price High prices for mobile voice and broadband, antdrnational
bandwidth; low quality of service.

#2: Causal Link with Increases of ICT services are positively correlated with investr

Investment/Growth and business registration.

#3: Circumvention Firms and individua subscribe to multiple carriers; and find
alternative ways to better access lthernet.

#4: Camels/Hippos Growth has been slower in I@htensive sectors.

*Key: Green= Consistent with constraint being nbimding; Yellow = Mixed evidenceRed =
Consistent with constraint being bindirBgige= Test not performed.

2.2 Power

Infrastructure is the backbone of any economy; and without minimally addgtrastructure no country

today can realistically hope to grow and prosper since the lack of sufficient infrastructure services raises
costs, lowers productivity, undermines competitiveness, and impedes service delivery. In short, inadequate
infrastructurdowers the potential return to most investments and, in turn, impedes investment, job creation,
and growth.

Togobs power sector i s over s e &nypbblicandprvateventiidsst ry
i nvol ved with Togo @sComprumaate Elestéqoe do Beri@EB)¢ whichdisa bi

national entity ceowned by Benin and Togo and established in 1960 to develop power generation and
transmission infrastructure for the benefit of the two countf@sCo mpagni e DO6Energi e EI
Togo (CEET), a government utility responsible for transmission and distribution within the country; 3)
Contour Global, an independent power producer which commissioned 1@0oMiiselpowerin 2010;

and4)Aut orite de Regl e me nitite, the eentricitl subseeor regulatory adtleority. 6 E|1 e c

Generation capacity is on the order of 133 MW, with the majority of that coming from Contour Global (100

MW) and CEB6s 65 MW Nangbeto hydro plant, which s
typically operates at far less than full caipadue to insufficient watee. Approximately 80 percent of the

electricity consumed in Togoimported primarily from Nigeria and Ghan&ystem losses in Togo amount

to about 24 percenbtal - 16 percent technical and 8 percent commergidhe electrification ratés

generally in line with other countries with the same per capita incBigerg2-8).2* Moreover the overall
electrification rate has increased substantially in recent §dansn roughly 28 percent in 2006 to 49

percent in 2015

22The 147 MW Adjarala hydro plant is currently under development jointifidgo and Benin with output to be shared between
the two countries.

23For more details on the Togo power system see World Bank, Togo Energy Sector Policy Review, 2013.

%The typical rate for each income per capita level is plotted in red. In other weodsisie Togo is poorer than its comparators,
we would expect it to have a lower electrification rate and the electrification rate is lower almost exactly to the degrdd we
expect.

25 According to the 201®uestionnaire Unifie des Indicateurs de Bas®idun-Etre (QUIBB), a welfare indicators survey.
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Figure 2-8. Electrification Rates by Per Capita Income
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2.2.1 Test One:High Cost/Price

Electricity tariffs areroughly in line with comparator countrig&sAs comparator country tariffs are
administratively determined and typically not cost reflective, howeverextentto whichrelativetariff
levds indicatethe degre¢o whichservice deliverys inefficientand/ortariff settingnon-cost reflective is
unclear.Electricity cost was the"™8most frequently reported top constraliyt formal firms(Figure 2-9)
and may be particularly problematic for manufacturing firms (World Bassike®naticCountry Diagnostic
(SCD) 2016). Examining quality of service delivery, althougihe number and duration of electricity
outages reported by Togolese firms is roughliine with comparators and power cuts were only tHe 14
most frequently reported top constraint by formal firms, firm reported lossled due to electrical outages
is somewhat highelative tocomparator$’

26 See Figure 3 in the Appendix.
2"World Bank World Enterprise Survey Data and World B&GD 2016
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Figure 2-9. Percent of Firms Identifying Obstacles as the First or Second Biggest Constraint
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2.2.2 Test Two: Causalink with Investment/Growth

Change in electricity consumption per capita is correlated with investment and GDP grovgiariger
causality testprovide no evidence of causalifgiven data limitations, this result is inconclusive.

2.2.3 Test Three: Circumvenbn

One strategy by whicfirms circumventa powerconstraint is by owning and using a generaBaneration
ownership ign facthigh in Togo Figure2-10). The Figure shas that the proportion of firms that oea
or shard a generatoin 2009 at more than 60%, is higher thiue proportion measured by world enterprise

surveys incomparator countries duririge period betweeR007 and 2011.
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Figure 2-10. Generator Ownership
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However, generator ownership Togodeclinedto under 50%between 2008nd2015 Moreover,Figure

2-11 shows that theactual share of electricithat firms sourced from a generator in 2009, at about 20%,
waslower than the share sourcky countries \ith a similar level of GDP perapitabetween 2007 and
2011.Evidence that firms attempted to circumvent an energy constraint through generator use is therefore
mixed.

Figure 2-11. Generator Use
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2.2.4 Summary ofPower Constraint Analysis

While the cost andreliability of electricity service in Togo is problematitiere is mixed and
inconclusive evidence as to whether power rises to the level of a binding constraint.

POWER
HRV Test Result* Comment

#1: High CosftPrice Electricity tariffs aretypical relative to comparators. While the
number and duration of outages are also typical, percent of
lost due to outages is somewhat high.

#2: Causal Link with Change in energy consumptimcorrelated with investment
InvestmentGrowth and GDP per capita, boausality is unclear
#3: Circumvention Generator ownership is high but decliniggnerator use is

below average

#4: Camel&Hippos
*Key: Green= Consistent with constraint being nabimding; Yellow = Mixed evidenceRed =
Consistent with constraint being bindirBgige= Test not performed.

2.3 Human Capital

The endowmendf human capital in angconomy consists of the stock of intelligence, knowledge, skills,
health, training etc. possessed collectively by the populdtioman capital makes labor more productive,
and in this and other ways contributes to economic growwth.constraintsanalyds based on the HRV
methodology low/poor quality human capital constrains investment (and grawdinly by limiting the
returns on investment

Togo has traditionally demonstrated a high level of educational attainment relative to its level of income
anddevelopmentRigure2-12).

While that advantage has diminished in recent years, average years of schooling in Togoloseimin

the norm observed in other countries with the same level of per capita iféartially as a result of the

primary school fees being eliminated in 2008, youth literacy rates have been rising and compare favorably
with rates in neighboring countrieschwith SubSaharan countriesoverallo go 6 s pr i mary and
completition rates arkigh relative to comparator countrie®n the other hand, measures of learning
outcomes suggest that Togods educatioontries® quail ity

28 Test 4 was not performed, given data limitations.
29 See Figures-& and 35 in the Appendix.
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Figure 2-12. Average Yearsof Schooling
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Labor markets provide useful indicatdionsistent with Test 19f the relative scarcity or abundance of
educational human capital within an econormy.Togo, there are fewer workers with secondary level
edwation than with primary educatiomnd fewer still with tertiary education®espite this fact,
unemployment ratesnd to increase with the level of educatigiglre2-13).

Figure 2-13. Unemployment Rates by Age and Level of Education
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This strongly suggests that, average, demand is relatively low for more highly educated workers in
Togo Estimates of rates of return to education in Togo are in the moderate range and consistent with the
notion that more educated labor is not particularly sodrable2-1).

30There may also be issues with the quality of higher levels of education or with the match between demand and supfity for speci
higher level labor market skills.
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Table 2-1. Rates of Return to Education in Togo

Return to Another Year of Return to Total Return to Total Secondary
Schooling (%) Primary (%) (%)
Togo (2006) 9.6 16.8 5.1
Togo (2011) 12.2* 15 8.2
SSA 12.4 14.4 10.6

Source: Montenegro and Patrinos. Comparable Estimates to Schaotingdthe World, World Bank, 2014.
*The World Bank SCD calculates a wage premium of 5us#g a Heckman Selection Model and additional controls
for household size, urban area, and region for both stages and whether mother and father alive for the first stage.

2.3.1 Test Three:Circumvention

Concerning Test 3, when formal firms in Togo were surveygtterning the main business obstacles they
face, access to skilled labor was rarely identified as a serious ob&igale®-14). Similarly, there is only

modest evidence of firms seeking to circumvent problems associated with shortages of skilled labor through
in-house trainingTable2-2).

Figure 2-14. Percent of All Firms Identifying the Obstacleas Serious or Very Serious
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Table 2-2. Labor Force Training

Togo | Ghana | Sub-Saharan All

(2009) | (2013) Africa Countries
Percent of firms offering formal trainin@o) 31.0 40.1 31.6 35.8
Proportion of workers offered formal training (%) N/A 56.2 47.0 53.0
Percent of firms identifying an inadequately educateq 17.2 15.3 17.9 22.2
workforce as anajor constrain{%o)

Source: World Bank, Togo Formal Firm Survey, 2015

2.3.2 Summary ofEducationConstraint Analysis

Overall, the above evidence suggestséeldatcatiordoesnot rise to the level of a binding constraint
and desnot warrant further investigation.

POWER
HRV Test Result* Comment
#1: High CosftPrice Average years of schooling and literargcomparable to other
countries in region (although quality may be low); returns to
educatiorarenot high.

#2: Causal Link with
InvestmeniGrowth

#3: Circumvention Remittances are relatively high; little training by firms.
#4. Camel&Hippos Togo is regional banking hub.

*Key: Green= Consistent with constraint being Abimding; Yellow = Mixed evidenceRed =
Consistent with constraint being bindirBgige= Test not performed.

2.4 Health

Health is a keyaspect of human capital. It impacts individual wading and has important short and long

term influences on a c dormetampepveorkes bealth dinedtlycimppcesrthie o r ma n
availability and productivity of laborSimilarly, malnutrition can hinderlearning and limit labor

availability and productivityln general, good health outcomes depend on both family income (and the
improved access to nutrition and healtfated goods and services that higher income provides) and the
effective pilic provision of health services.

The overall disease burden in Tédgas measured by disability adjusted life years (DAISY®)typical for
countries withT o g tedekofper capita incomeRjgure2-15).

Other healthrelated indicatoralsoshow Togo performing at levels comparable with or above comparator
countries in the regioror example, under five years of agmrtality rates are declining amdmparable

to those bserved in comparatosT he percentagef children underweighs typicalrelative to comparator
countries. Finally, the prevalence of undernourishment has declined significantly over the last 10 years and
is well below the global average for low income countfies.

31 Test 2 was not performediven initial evidene that education does not rise to the level of a binding constraint.
32 Maternal mortality rates are also declining.
33 See Figures-8 and 37 in the Appendix.
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Figure 2-15. Age-Standardized DALYS (per 100,000 population): All Causes, 2012
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At the national level, total spending on health in Togo is generally comparable to health spending in
comparator countried-{gure 2-16), andthe DPT3 Immunizatiorrate for children age$2-23 monthsis

typical relative to comparators asdmewhat high relative teubSaharan Africaverall (Figure 2-17).

Figure 2-16. Total Health Expenditure (% of GDP), 2014
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Figure 2-17. DPT Immunization (% of Children Ages 12-23 Months)
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Finally, average workedays lost due to iliness are los a resultsurveyfindings suggest that relatively

few for mal firms in Togo consi der wOvelalkthesalloveheal t h
evidence suggests that health issues do not rise to the level of a binding carsdrdmnhot warrant further
investigaton.

2.4.1 Summary ofHealth ConstraintAnalysis*

POWER
HRV Test Result* Comment

#1: High CosftPrice DALYs are typical for Togebds
days lost due to illness are loWwogo performs above or similarly
to comparators ontleer healthrelated indicators.

#2: Causal Link with
InvestmeniGrowth

#3: Circumvention

#4: Camel#Hippos
*Key: Green= Consistent with constraint being Abimding; Yellow = Mixed evidenceRed =
Consistent with constraint being bindiriggige= Test not performed.

2.5 MicroeconomicRisks

Microeconomic risks associated with private inmasht can reduce the ability mfvestorsto appropriate

34 Tests 24 were not performedyiven initial evidence that health does not rise tdetiel of a binding constraint.
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adequate returrsnd as a resujtimpede private extor business and investmenheserisks are distinct
from macroeconomic risksvhich relate more to price and exchange rate stability and the overall level of
aggregate deman8omeof the microeconomic risks often addressed @rainclude corruption, taxation,
tariffs and nortariff barriers to trade, crime, and other aspects of the business/investment environment.

As a lowincome country, Togo is characterizedrbiatively weak policies and institutiorSor example,

Togobs overall score of 3 on the World Bankdds Coul
it in the category of Afragileod stat esfecommith part
management and public sector managentégufe2-18).

Figure 2-18. Country Policy and Institutional Assessment Scores, 2015 (1=low, 6=high)
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When it comes to overall economic freedom in Togo, which large extenteflects rule of law, size of
government, regulatory efficiency, and open markets, Togo raoksewhat klow its regional
comparators.lssues relating to property rights, corruption, and financial freedom are particularly
problematic Figure2-19).

Figure 2-19. Index of Economic Freedom (2015)
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The most widely available and accepted indicator s

from t he \Woind BilisinBsa ankl Bnserprise Survdysterms ofdDoing Busines§ Togowas
ranked #150 out of 189 economies in 201hd lags behindsome of its regional comparators
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(Figure2-20).
Figure 2-20. Overall Doing Business Ranking, 2016 (out of 189 entities)
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Source: World Bank, Doing Business, 2016

Of particular concern are those aspects of the DBings i ness environment where T
most problematieincluding registering property and paying taxEsterprise Survey result for Togo in

2016 are summarized iRigure 2-21, and suggest that formal firms perceive both high tax rates and
cumbersome tax administration requirements as serious business obstacles

Figure 2-21. Top Business Constraints in Togo Compared to SuBaharan Africa, 2016
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Source: World Bank, World Enterprise Surveys, Togo 2016 Country Profile

Whil e Togods overall business and investment envi i
seemto rise to the topThus, the remainder of this section focuses on these two potential microeconomic
constraints

2.5.1 Taxation

Taxation plays a multifaceted role in any econofmpong other things, it impacts macroeconomic stability
via fiscal policy, influeses income distribution via tax incidence and funding of safety net expenditures
and affects the private sector according to its impadhoentives facingndividual firms and investors.
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Togobs tax syst em -incomefcauntm legpecidlyyopeiwithaal relatvely open bl w
tradedependent economit.is heavily dependent on trade taxation, with customs revenues accounting for
57 percent of total tax revenues in 2015 and direct and indirect taxes (especially the VAT and corporate
income taxs) accounting for the remaining 43 percédfiggre2-22).

Figure 2-22. Tax Revenue: CustomspDirect and Indirect Taxes (CFA francs, in billions)
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Togo is a member of the West African Economic and Monetary Union (WAEMU) which establishes ranges
of acceptable rates for kegixes such as the VAT and corporate incoiis, there is little variation in
thesede juretax rates across WAEMU countries.

2.5.1.1 Test One: High Cost/Price

While key businesselated official tax rates are fairly uniform across WAEMU countries, formal firms
complain about high tax rates much more often in Togo than in the averaggaBatan countrsf. For

example, in the recently released World Bank 2016 Enterprise Survey for higlgdaxes were the most

frequently cited top busingsobstacle (identified b@6% of surveyed firms), while at 8 percent tax
administration was the fourth most frequently cited top obst&dth percentages are well above the

averages for SuBaharan Africa as a whole and they are generally consistent with the results of a formal
firm survey done in 2015 HRgurep28andFigard2-249.he Wor |l d Bank

%5 BIC, IS and TPU refer to the tax on business profits, corporate tax and single business tax, respectively. IRPP atd TS refer
the personal income tax and payroll tax. TVA & TAF refer to value added tax and financi&y saxivDAPP refers to the excise

duty on petroleum products.

%6The World Bank in its 2016 Systematic Country Diagnostic for Togo argues that this is largely because of deficienci@ssn Togo
tax code and administration which result in high and distatioaffective(or de facto}ax rates.
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Figure 2-23. Percent of All Firms Identifying the Obstacle as Serious or Very Serious
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Figure 2-24. Percent Firms Considering Cost of Taxes as a Major Constraint
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The relatively high frequency with which Togolese firms identify eitiigh tax rates or problematic tax
administration as serious business obstacles may be due to several factors.

First, de factotax rates in Togo may actually be higher than in neighboring courifribse Wor | d Bank
2015 formal firm survey for Togo found dacto rates to be significantly highénanin comparator
countriesand highly variable by size of firm and sectdhis was the result of both weaknesses in tax
administration and a significant reliance on revenue andbassd taxes.

Second, the frequi¢ identification of taxes as a significant business problem in Togo may be due, at least
in part, to the establishment by the GOT in 2014 ofQfffece Togolais des Recett@@TR) with the goal

of streamlinng tax administration and impraw its integrity. This effort has been seen by outside donors
and tax experts as a success, with tax revenues increasing and the average ¢idn roesoply andthe
number of tax payments declining in recent years to lesieldar toregional comparators.

However, a commonly held view is that OTROs eff or
shock to Togdaaxpayerd mainly formal frms.For st art er s, Togobsodothaax base
informal/agricultural sector is large (a minimum of 45%) and land is not effectively tBegdnue targets

increase annually, but the tax base is quite st@imsequetty, the relatively few large taxpayers feel
increasingly squeezedt | east during the first few years of
three years of back taxes have made the situation Warsis.somewhat transitory combination of fasto
(OTR6s active enforcement of the tax code and agg
towards explaining why recent firm surveys identify high taxes as a leading business constraintin Togo.

2.5.1.2 Test Two: Causal Link with Investment/Gratv
Additional evidence suggests that in Togo ta
rates correlate negatively with economic ="
activity, measured in terms of either GDP/CUVILY
growth or new business startupsgure2-25).

igure2-25. Togobs Tax Rate
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2.5.1.3 Test Three: Circumvention

The World Bank suggests that high levels o
firm informality in Togo, together with a
clustering of firms just below the VAT
threshold may reflect effort on the part of
Togolese firms to avoid high tax#s.
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2.5.1.4 Summary of Taxation (part of
Microeconomics) Constraints
Analysist

Overall, the bulk of available evidence is

consistent with the view that problems with

Togobs <current t ax SdirsetwWIMWollBankC2018 st rain the
countrybés growtBatgaingd devel opment .

T T T T T T
2005 2007 2009 2011 2013 2015
Year

Total tax rate (% of commercial profits)
New Business Density (New Registrations per 1,000 Pop Aged 15-64)

37 Despite this progress, Togo was ranked # 169 out of 190 economies in the 2017 Doing Business report when it comes to ease of
paying taxes.
%0r as one person put it, fApeoplse kcefydrnego.about OTR now were

3% Especially since de jure tax rates held basically steady betweeii 2008 while the percentage of Togo firms citing high taxes
as the top obstacle they face tripled.

40Wworld Bank, TogdSCD, 2016.
41 Test 4 was not performed, given data latitins.
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forward this constraint does not rise to the level of being binding du@ tbe somewhat transitory nature

of t he OcTkROO,s )aflimd@d Ois i
administration and efforts underway already to addiesse problems

recognition of probl ems

TAXATION

HRYV Test

Result*

Comment

#1: High CostPrice

problems.

De facto tax rates may be relatively high; firm surveys
identify tax policy and administration as significant

#2: Causal Link with
InvestmeniGrowth

activity.

Negativecorrelation between tax rates and economic

#3: Circumvention

taxes.

Some evidence of firms trying to avoid or minimize

#4:. Camel&Hippos

*Key: Green= Consistent with constraint being nbimding; Yellow = Mixed evidenceRed =

Consistent with constraint being bindirBgige= Test not performed.

2.5.2 Property Rights and Land

Poor tenure security can reduce the expected private return frorattaoked investments and discourage
efficiency-enhancing land transfers. Likewise, inefficient land administration increases investor and
governmentosts. In rural areas particular, poor tenure security and inefficient land administration are

Wi

among thdactors that can discourage smallholder and commercial agriculture investment and transfer of
land to more efficient uses, limiting agricultural yields and productivity.

Rural land in Togo is owned by communities and managed by ckiiélfise 77 percent omore of rural
households own land, only about nine percent of those rural land owning households have land ownership
documentd? Among the poorest three quintiles of rural households, only four to five percent have such

documentsRoughly 36 percent of ban households own land, and about 49 percent of those urban land
owning households have formal land ownership documents.

Courts are not well equipped to deal with land disputes and, in most cases, disputes over rural land are

settled by chiefsLand regigration is complex since the GoT does not have an effective and systemic land
survey systemAccordingto the 2017 Dalberg Agricultural Competitiveness Report on Access to Land,

athoughthe GoT drafted a new land code in 2013 véparent support fromilal chiefs and other
stakeholders, the revised code is now being rewritten, suggesting that land reform remains in flux.

42 According to the 2011 QUIBB household survey, owned land is defined as any land acquired by the household through
inheritance, purchase, first occupation, or gift (this includes land allocated by local authorities). The vast majesty mitsh

are under customary tenure status; fewer than 9 percent of rural households possess any land document. Of thoseitbatdo, 50 p

possess only an uncertified contract between the buyer and seller.
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2.5.2.1 Test One: High Price/Cost
The cost and time required to register land in Togo is unusually figho scored last iSubSaharan
Africa on the World Bank Doing Business 2016 registering property indiiiture2-26).

Figure 2-26. Doing Business Overall Distance to the Frontier for Property Registration

Source:Doing Busines2016 and/Norld Bank WD{3

Transferrhg a commercial property in Lonekes on average 283 dawhich is an outlier for Sulsaharan
Africa. Benin is the next closest country at just over 100 daigu(e2-27). The cost of transferring a
commercial property averageser 9 percent of the property value.

Figure 2-27. Doing Business Days Required to Register Property

Source: Doing BusinesX)16 and/Norld Bank WDI

43 Note thatDoing Business 201@ata are current as dfine 1, 2015. These figures therefore show WDI GDP per capita data for
2015.
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